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Rev. Rul. 2006-1, page 261.

Regulated investment company (RIC). ARIC’s income from
a derivative contract with respect to a commodity index is not
qualifying income for purposes of section 851(b)(2) of the Code
if the income from the contract is not derived with respect to
the RIC's business of investing in stocks, securities, or curren-
cies. Such a contract is not a security for purposes of section
851(b)(2).

Rev. Rul. 2006-2, page 261.

Section 351. The conclusioninRev. Rul. 74-503 that a trans-
feror's basis in transferee stock received in exchange for trans-
feror stock is determined under section 362(a) of the Code is
incorrect. The other conclusions in the ruling are under study.
Rev. Rul. 74-503 revoked.

Rev. Rul. 2006-3, page 276.

Japanese Yugen Kaisha (YK) and Tokurei Yugen Kaisha
(TYK). A Yugen Kaisha, a Japanese business entity, which will
become a Tokurei Yugen Kaisha under recently enacted Japan-
ese legislation, will continue to be eligible to elect its U.S. entity
classification under the check the box regulations.

Rev. Rul. 2006-4, page 264.

Federal rates; adjusted federal rates; adjusted federal
long-term rate and the long-term exempt rate. For pur-
poses of sections 382, 642, 1274, 1288, and other sections
of the Code, tables set forth the rates for January 2006.

T.D. 9231, page 272.

Final regulations under section 1298 of the Code provide guid-

ance for making certain elections for taxpayers that continue
to be subject to the passive foreign investment company (PFIC)
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excess distribution regime of section 1291 even though the for-
eign corporation in which they own stock is no longer treated
as a PFIC.

T.D. 9232, page 266.

REG-133446-03, page 299.

Temporary and proposed regulations under section 1297 of
the Code provide guidance for making certain elections for
taxpayers that continue to be subject to the passive foreign
investment company (PFIC) excess distribution regime of sec-
tion 1291 even though the foreign corporation in which they
own stock is no longer treated as a PFIC. A public hearing on
the proposed regulations is scheduled for March 22, 2006.

Notice 2006-2, page 278.

Extension of transition relief for certain partnerships and
other pass-thru entities under section 470. This notice ex-
tends the transition relief under section 470 of the Code pro-
vided under Notice 2005-29, 2005-13 I.R.B. 796, to partner-
ships and certain other pass-thru entities that are treated as
holding tax-exempt use property because of the application of
section 168(h)(6), to taxable years that begin before January
1, 2006. Notice 2005-29 modified and superseded.

Rev. Proc. 2006-9, page 278.

This procedure explains the manner in which taxpayers may
request an advance pricing agreement (APA) from the APA Pro-
gram within the Office of the Associate Chief Counsel (Interna-
tional), the manner in which such a request will be processed
by the APA Program, and the effect and administration of APAs.
Rev. Proc. 2004-40 superseded.
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Rev. Proc. 2006-10, page 293.

This procedure supersedes Rev. Proc. 96-52, 1996-2 C.B.
372. It describes the qualifications necessary to become an
acceptance agent and the procedures that an acceptance
agent applicant must follow for purposes of entering into an
acceptance agent agreement with the IRS. Rev. Proc. 96-52
superseded.

Announcement 2006-2, page 300.

The December 2005 revision of Form 8609, Low-Income Hous-
ing Credit Allocation and Certification, contains changes from
the previous revision. Form 8609-A, Annual Statement for
Low-Income Housing Credit, is replacing Schedule A (Form
8609).

ADMINISTRATIVE

Rev. Rul. 2006-3, page 276.

Japanese Yugen Kaisha (YK) and Tokurei Yugen Kaisha
(TYK). A Yugen Kaisha, a Japanese business entity, which will
become a Tokurei Yugen Kaisha under recently enacted Japan-
ese legislation, will continue to be eligible to elect its U.S. entity
classification under the check the box regulations.
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The IRS Mission

Provide America’'s taxpayers top quality service by helping
them understand and meet their tax responsibilities and by

Introduction

The Internal Revenue Bulletin is the authoritative instrument of
the Commissioner of Internal Revenue for announcing official
rulings and procedures of the Internal Revenue Service and for
publishing Treasury Decisions, Executive Orders, Tax Conven-
tions, legislation, court decisions, and other items of general
interest. It is published weekly and may be obtained from the
Superintendent of Documents on a subscription basis. Bulletin
contents are compiled semiannually into Cumulative Bulletins,
which are sold on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application of
the tax laws, including all rulings that supersede, revoke, mod-
ify, or amend any of those previously published in the Bulletin.
All published rulings apply retroactively unless otherwise indi-
cated. Procedures relating solely to matters of internal man-
agement are not published; however, statements of internal
practices and procedures that affect the rights and duties of
taxpayers are published.

Revenue rulings represent the conclusions of the Service on the
application of the law to the pivotal facts stated in the revenue
ruling. In those based on positions taken in rulings to taxpayers
or technical advice to Service field offices, identifying details
and information of a confidential nature are deleted to prevent
unwarranted invasions of privacy and to comply with statutory
requirements.

Rulings and procedures reported in the Bulletin do not have the
force and effect of Treasury Department Regulations, but they
may be used as precedents. Unpublished rulings will not be
relied on, used, or cited as precedents by Service personnel in
the disposition of other cases. In applying published rulings and
procedures, the effect of subsequent legislation, regulations,

applying the tax law with integrity and fairness to all.

court decisions, rulings, and procedures must be considered,
and Service personnel and others concerned are cautioned
against reaching the same conclusions in other cases unless
the facts and circumstances are substantially the same.

The Bulletin is divided into four parts as follows:

Part .—1986 Code.
This part includes rulings and decisions based on provisions of
the Internal Revenue Code of 1986.

Part ll.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions and Other Related ltems, and Subpart B, Leg-
islation and Related Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to these
subjects are contained in the other Parts and Subparts. Also
included in this part are Bank Secrecy Act Administrative Rul-
ings. Bank Secrecy Act Administrative Rulings are issued by
the Department of the Treasury's Office of the Assistant Sec-
retary (Enforcement).

Part IV.—Items of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

The last Bulletin for each month includes a cumulative index
for the matters published during the preceding months. These
monthly indexes are cumulated on a semiannual basis, and are
published in the last Bulletin of each semiannual period.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.
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Part |. Rulings and Decisions Under the Internal Revenue Code

of 1986

Section 42.—Low-Income
Housing Credit

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of January 2006. See Rev. Rul. 2006-4, page 264.

Section 168.—Accelerated
Cost Recovery System

Transition relief provided to partnerships and other
pass-thru entities that are treated as holding tax-ex-
empt use property because of the application of sec-
tion 168(h)(6), is extended. See Notice 2006-2, page
278.

Section 280G.—Golden
Parachute Payments

Federal short-term, mid-term, and long-term rates
are set forth for the month of January 2006. See Rev.
Rul. 2006-4, page 264.

Section 351.—Transfer
to Corporation Controlled
by Transferor

26 CFR 1.351-1: Transfer to Corporation Controlled
by Transferor.

Section 351. The conclusion in Rev.
Rul. 74-503 that a transferor’s basis in
transferee stock received in exchange for
transferor stock is determined under sec-
tion 362(a) of the Code is incorrect. The
other conclusions in the ruling are under
study. Rev. Rul. 74-503 revoked.

Rev. Rul. 2006-2

In Rev. Rul. 74-503, 1974-2 C.B. 117,
corporation X transferred shares of its trea-
sury stock to corporation Y in exchange for
newly issued shares of Y stock. In the ex-
change, X obtained 80 percent of the only
outstanding class of Y stock. Rev. Rul.
74-503 concludes that the basis of the X
treasury stock received by Y is zero and
the basis of the newly issued Y stock re-
ceived by X is zero.

Rev. Rul. 74-503 states that X’s ba-
sis in the Y stock received in the exchange
is determined under § 362(a) of the Inter-
nal Revenue Code. This conclusion is in-
correct. Accordingly, Rev. Rul. 74-503,
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1974-2 C.B.117, is revoked, effective De-
cember 20, 2005. The other conclusions in
the ruling, including the conclusions that
X’s basis in the Y stock received in the
exchange and Y’s basis in the X stock re-
ceived in the exchange are zero, are under
study.

Under the authority of § 7805(b), the
Service will not challenge a position taken
prior to December 20, 2005, with respect
to a transaction occurring prior to such
date, by a taxpayer that reasonably relied
on the conclusions in Rev. Rul. 74-503.
See § 601.601(d)(2)(v) of the Statement of
Procedural Rules.

EFFECT ON OTHER DOCUMENTS

Rev. Rul. 74-503, 1974-2 C.B. 117, is
revoked.

DRAFTING INFORMATION

The principal author of this revenue
ruling is Mary Goode of the Office of
Associate Chief Counsel (Corporate). For
further information regarding this rev-
enue ruling, contact Ms. Goode at (202)
622-7930 (not a toll-free call).

Section 382.—Limitation
on Net Operating Loss
Carryforwards and Certain
Built-In Losses Following
Ownership Change

The adjusted applicable federal long-term rate is
set forth for the month of January 2006. See Rev.
Rul. 2006-4, page 264.

Section 412.—Minimum
Funding Standards

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of January 2006. See Rev. Rul. 2006-4, page 264.

Section 467.—Certain
Payments for the Use of
Property or Services

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of January 2006. See Rev. Rul. 2006-4, page 264.
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Section 468.—Special
Rules for Mining and Solid
Waste Reclamation and
Closing Costs

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of January 2006. See Rev. Rul. 2006-4, page 264.

Section 482.—Allocation
of Income and Deductions
Among Taxpayers

Federal short-term, mid-term, and long-term rates
are set forth for the month of January 2006. See Rev.
Rul. 2006-4, page 264.

Section 483.—Interest on
Certain Deferred Payments

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of January 2006. See Rev. Rul. 2006-4, page 264.

Section 642.—Special
Rules for Credits and
Deductions

Federal short-term, mid-term, and long-term rates
are set forth for the month of January 2006. See Rev.
Rul. 2006-4, page 264.

Section 807.—Rules for
Certain Reserves

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of January 2006. See Rev. Rul. 2006-4, page 264.

Section 846.—Discounted
Unpaid Losses Defined

The adjusted applicable federal short-term, mid-
term, and long-term rates are set forth for the month
of January 2006. See Rev. Rul. 2006-4, page 264.

Section 851.—Definition of
Regulated Investment
Company

26 CFR 1.851-2: Limitations.
(Also Sections 7704, 7805; 301.7805-1.)

Regulated investment company
(RIC). A RIC’s income from a deriva-
tive contract with respect to a commodity
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index is not qualifying income for pur-
poses of section 851(b)(2) of the Code if
the income from the contract is not de-
rived with respect to the RIC’s business of
investing in stocks, securities, or curren-
cies. Such a contract is not a security for
purposes of section 851(b)(2).

Rev. Rul. 2006-1
ISSUE

If a corporation enters into a deriva-
tive contract that provides for a total-return
exposure on a commodity index, does in-
come from the derivative contract satisfy
the test described in section 851(b)(2) of
the Internal Revenue Code?

FACTS

R is a management company registered
under the Investment Company Act of
1940 (the “’40 Act”), 15 U.S.C. section
80a—1 et seq., as amended, and has elected
under section 851(b)(1) of the Code to be
a regulated investment company (RIC)
taxable under subchapter M, part I, of the
Code. R invests substantially all of the
funds it receives from shareholders in debt
instruments. R also enters into contracts
(“Derivatives”) with various counterpar-
ties pursuant to Master Agreements under
which it will pay an amount equal to the
3-month U.S. Treasury bill rate plus a
spread and pursuant to which it will re-
ceive (or pay) an amount based on the
total return gain (or loss) on a commodity
index. The aggregate amount of the index
on which the return on the Derivatives is
based is approximately equal to the ag-
gregate amount R has invested in its debt
instruments. The payment obligation on
each Derivative is settled monthly by the
receipt (in the event of a gain) or payment
(in the event of a loss) of cash, in the net
amount due under the contract, and each
monthly measuring period constitutes a
separate derivative contract under the
Master Agreements.

LAW

Section 851(b)(2) of the Code provides
that a corporation shall not be considered
a RIC for any taxable year unless it meets
an income test (the “qualifying income re-
quirement”). Under this test, at least 90
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percent of its gross income must be derived
from certain enumerated sources.

In addition, section 851(b)(3) of the
Code provides that a corporation shall not
be considered a RIC for any taxable year
unless it meets an asset test (the “asset
test”). Under this test, at least 50 percent
of its total assets must be represented by
cash, cash items, Government securities,
securities of other RICs, and “other secu-
rities.” The “other securities” are generally
limited with respect to any one issuer to an
amount not greater than 5 percent of the
value of the RIC’s total assets and to not
more than 10 percent of the outstanding
voting securities of the issuer.

Prior to the enactment of the Tax Re-
form Act of 1986 (the “1986 Act”), section
851(b)(2) identified qualifying income as
“dividends, interest, payments with re-
spect to securities loans (as defined in
section 512(a)(5)), and gains from the sale
or other disposition of stock or securities.”
Section 851 did not contain its own defi-
nition of the term “securities,” but section
851(c)(5) provided that, for purposes of
the asset test, “all other terms shall have
the same meaning as when used” in the
’40 Act.

The 1986 Act expanded the definition
of RIC qualifying income in a number of
ways: by adding a cross-reference to the
definition of “securities” in the 40 Act;
by adding gains from the sale or other
disposition of foreign currencies; and by
adding an “other income” provision. As so
amended, section 851(b)(2) defines quali-
fying income, in relevant part, as—

dividends, interest, payments with re-

spect to securities loans (as defined in
section 512(a)(5)), and gains from the
sale or other disposition of stock or se-
curities (as defined in [the "40 Act]) or
foreign currencies, or other income (in-
cluding but not limited to gains from
options, futures or forward contracts)
derived with respect to [the RIC’s] busi-
ness of investing in such stock, securi-

ties, or currencies . . . .

Section 851(b) further provides that, for
this purpose, “the Secretary may by regu-
lation exclude from qualifying income for-
eign currency gains which are not directly
related to the company’s principal busi-
ness of investing in stock or securities (or
options and futures with respect to stock or
securities).”

The 40 Act defines “security” as—

262

any note, stock, treasury stock, secu-
rity future, bond, debenture, evidence
of indebtedness, certificate of interest
or participation in any profit-sharing
agreement, collateral-trust certificate,
preorganization certificate or subscrip-
tion, transferable share, investment
contract, voting-trust certificate, cer-
tificate of deposit for a security, frac-
tional undivided interest in oil, gas,
or other mineral rights, any put, call,
straddle, option, or privilege on any
security (including a certificate of de-
posit) or on any group or index of se-
curities (including any interest therein
or based on the value thereof), or any
put, call, straddle, option, or privilege
entered into on a national securities ex-
change relating to foreign currency, or,
in general, any interest or instrument
commonly known as a “security”, or
any certificate of interest or participa-
tion in, temporary or interim certificate
for, receipt for, guarantee of, or warrant
or right to subscribe to or purchase, any
of the foregoing.
15 U.S.C. § 80a—2(a)(36) (2000).

ANALYSIS
1. Definition of “securities.”

The Derivatives that R enters into are
not stock, debt instruments, or currency (or
options, futures, or forward contracts with
respect to stock, debt instruments, or cur-
rency). Nevertheless, R’s income from the
Derivatives may be “other income” if the
Derivatives are “securities” for purposes
of section 851(b)(2). This determination
depends on the effect of the 1986 Act
amendments to section 851(b)(2), which
added the cross-reference to the definition
of securities in the 40 Act.

There is no conclusive authority, how-
ever, as to whether derivative contracts on
commodities are included in the 40 Act’s
definition of “securities.” Accordingly,
consideration of Congressional intent in
enacting that cross-reference is helpful in
determining whether commodity deriva-
tive contracts are securities for purposes of
section 851(b)(2). Evidence of that intent
may be found in the background to amend-
ments to section 851(b)(2) in the 1986 Act.
The amendments were added as a Senate
floor amendment to the bill that eventu-
ally became the 1986 Act. The House
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and Senate committee reports, therefore,
do not discuss these provisions, and the
relevant discussion of the cross-reference
in the report of the Conference Committee
is extremely brief. See H.R. Rep. No.
99426 (1985) (not discussed); S. Rep.
No. 99-313 (1986) (not discussed); 2
H.R. Conf. Rep. No. 99-841, at 11-243
(1986) (“The Senate amendment clarifies
the definition of ‘securities’ by reference
to the definition of securities in the Invest-
ment Company Act of 1940.”) Thus the
best evidence of Congressional intent is
found in the floor statement when the pro-
vision was added to the Senate bill and in
other floor statements and Administration
comments concerning related legislation.

The legislative antecedents to the 1986
Act amendments included H.R. 3397,
which was introduced on September
20, 1985, by Representatives Flippo,
Kennelly, and McGrath, and S. 2155,
which was introduced on March 7, 1986,
by Senator Armstrong. These bills pro-
posed the “other income” provision and
the cross-reference to the definition of se-
curity in the 40 Act. The former change
was to codify a series of letter rulings, and
the latter was to reflect then-current Trea-
sury Regulations. See 131 Cong. Rec.
24,570 (1985) (section-by section analysis
of H.R. 3397).

With respect to the definition of quali-
fying income, Senator Armstrong’s floor
amendment to the bill that became the
1986 Act was identical to S. 2155. In
introducing S. 2155, Senator Armstrong
explained that his bill incorporated “mi-
nor changes” to H.R. 3397 “to comply
with recommendations of the Treasury
Department, which has given its support
for the Bill.” 132 Cong. Rec. 4045 (1986)
(remarks of Senator Armstrong). Sena-
tor Armstrong concluded his remarks by
inserting into the Congressional Record
the letter from the Treasury Department
that had recommended changes to H.R
3397. See id. at 4046, 404748 (inserting
a letter from Acting Assistant Secretary of
the Treasury (Tax Policy) J. Roger Mentz,
dated February 5, 1986).

Mr. Mentz’s letter explained the funda-
mental policy served by the qualifying in-
come requirement:

[I]t is essential that two limits on

the activities of RICs be retained.

First, income qualifying under sec-

tion 851(b)(2) should be limited to
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income from property held for invest-
ment, as opposed to property held for
sale to customers in the ordinary course
of business. Second, income qualify-
ing under section 851(b)(2) should be
limited to income from stocks and se-
curities, as opposed to other property.
. For example, under that second
limit, we would generally not treat as
qualifying income gains from trading
in commodities, even if the purpose of
that trading is to hedge a related stock
investment.
Id. at 4048.

The letter pointed out that the Service
had “often gone beyond the literal terms
of the statute in order to give a reason-
able interpretation to [then-current] sec-
tion 851(b)(2),” for example by granting
letter rulings that certain investment prod-
ucts were securities, gains on the sale or
disposition of which resulted in qualify-
ing income. (The products explicitly men-
tioned were options on securities, futures
contracts on securities, stock index futures,
options on stock indices, and options on
stock index futures.) The letter noted that,
despite this flexibility, each RIC could be
certain of the treatment of various income
items only by obtaining its own letter rul-
ing. See id. at 4047-48. Thus, one justi-
fication for the amendments in H.R. 3397
appeared to be providing the needed cer-
tainty.

With respect to foreign currency gains,
the Treasury letter stated:

We believe that investments in for-
eign-currency denominated securities
are the type of passive investments that
should be permissible for RICs. More-
over, foreign currency investments that
are made to hedge investments in for-
eign-currency denominated securities
also appear to be an appropriate[] part
of the passive investment activity of
RICs. Accordingly, we believe that
foreign currency gains from invest-
ments in foreign-currency denominated
securities and from hedging activities
with respect to such securities should
be treated as qualifying income under
section 851(b)(2).

Id. at 4048.

The Treasury Department, however,
was not prepared at that time to propose
statutory rules that would distinguish
between currency gains relating to in-
vestments in stocks or securities denom-
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inated in a foreign currency and other
currency gains that Treasury believed
should not be qualifying income under
section 851(b)(2). The letter, therefore,
suggested that foreign currency gains be
added to the list of qualifying income but
that Treasury be provided with “regula-
tory authority to exclude from qualifying
income any foreign currency gains that are
not derived with respect to investment in a
foreign-currency denominated security or
from hedging activity with respect to such
a security.” Id.

When Senator Armstrong offered the
relevant provision as an amendment on the
Senate floor, he asserted that it “enjoys the
support of the Treasury Department” and
that its purpose was “to permit the mutual
fund industry to make better use of income
from stock options, futures contracts and
options on stock ind[ic]es, options and fu-
tures o[n] foreign currencies, and foreign
currency transactions.” 132 Cong. Rec.
14,991-92 (1986).

This discussion demonstrates that the
amendments to section 851(b)(2) made by
the 1986 Act had a very specific purpose,
which was to provide certainty by expand-
ing the statutory description of qualifying
income to include income that the Service,
in specific cases, had already treated ad-
ministratively as qualifying income. This
included income from derivative contracts
on stocks and securities (as the term “secu-
rity” is generally understood in the U.S. tax
law), such as futures and options on stock
indices, which create an economic expo-
sure to stock or securities even though the
property underlying the derivative may be
a collection of stocks and securities, rather
than a specific stock or security.

The new rule regarding gains from for-
eign currencies (and options, futures or
forward contracts on foreign currencies)
was distinct from both the “other income”
provision and the cross-reference to the
definition of “security” in the 40 Act.
Thus a separate provision both established
the general rule that foreign currency gain
is qualifying income and created specific
regulatory authority to exclude any for-
eign currency gains that are not “directly
related” to a RIC’s “principal business of
investing in stock or securities (or options
and futures with respect to stock or secu-
rities).” The reason was that these gains
were income from property other than
stock or securities.
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The foregoing indicates that Congress
did not intend for the cross-reference to
the 40 Act to incorporate into section
851(b)(2) an expansive construction of the
term “securities.” Particularly important
was the specific inclusion in the 1986
amendment of foreign-currency-related
gains. If the 40 Act were read expan-
sively, there would be no need for special
mention of these gains, because they
would be included in the provision for
“other income . . . derived with respect
to [the RIC’s] business of investing in
securities.” Moreover, the authority given
to Treasury to exclude from qualifying
income “foreign currency gains which
are not directly related to the company’s
principal business of investing in stock
or securities” indicates that the reason for
the special treatment for foreign currency
was to facilitate a RIC’s principal activity,
namely investing in qualifying stock or
securities, when the stock or securities are
denominated in a foreign currency.

A construction of the term “securities”
that excludes derivative contracts provid-
ing for a total return exposure to a com-
modity index is consistent with Congress’
intent in amending section 851(b)(2) in
1986. Accordingly, because the underly-
ing property is a commodity (or commod-
ity index), the Derivatives that R enters
into are not securities for purposes of sec-
tion 851(b)(2).

2. Application of the “other income”
provision.

R invests substantially all of the funds
it receives from shareholders in debt in-
struments, which are securities for pur-
poses of section 851(b)(2). Even though
R’s Derivatives are not themselves securi-
ties for purposes of section 851(b)(2), in-
come from the Derivatives counts toward
the 90-percent test if it is “other income
(including but not limited to gains from
options, futures, or forward contracts) de-
rived with respect to [R’s] business of in-
vesting in” stock, securities, or currencies.

R, however, does not enter into the
Derivatives in connection with a business
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of investing in stock, securities, or curren-
cies. Nor does R enter into the Derivatives
in order to reduce or hedge the level of risk
in a business of investing in stock, securi-
ties, or currencies. R’s business is to create
investment exposure to changes in com-
modity prices, and the Derivatives are the
primary vehicle for doing so. R owns the
debt instruments to facilitate its business
of providing this commodity-derivative
exposure. Because R’s Derivatives are
not themselves securities and because R
does not enter into those contracts with
respect to a business of investing in stock,
securities, or currencies, income from the
Derivatives is not qualifying income for
purposes of section 851(b)(2).

HOLDING

A derivative contract with respect to a
commodity index is not a security for pur-
poses of section 851(b)(2). Under the facts
above, R’s income from such a contract
is not qualifying income for purposes of
section 851(b)(2) because the income from
the contract is not derived with respect to
R’s business of investing in stocks, securi-
ties or currencies.

PROSPECTIVE APPLICATION

Under the authority of section
7805(b)(8), the holding of this revenue
ruling will not be applied adversely with
respect to amounts of income that a tax-
payer recognizes on or before June 30,
2006.

DRAFTING INFORMATION

The principal author of this revenue
ruling is Dale S. Collinson of the Office
of the Associate Chief Counsel (Finan-
cial Institutions & Products). For further
information regarding this revenue rul-
ing, contact him at (202) 622-3900 or
Susan Thompson Baker at (202) 622-3930
(not toll-free calls).
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Section 1274.—Determi-
nation of Issue Price in the
Case of Certain Debt Instru-
ments Issued for Property

(Also Sections 42, 280G, 382, 412, 467, 468, 482,
483, 642, 807, 846, 1288, 7520, 7872.)

Federal rates; adjusted federal rates;
adjusted federal long-term rate and the
long-term exempt rate. For purposes of
sections 382, 642, 1274, 1288, and other
sections of the Code, tables set forth the
rates for January 2006.

Rev. Rul. 2006-4

This revenue ruling provides various
prescribed rates for federal income tax
purposes for January 2006 (the current
month). Table 1 contains the short-term,
mid-term, and long-term applicable fed-
eral rates (AFR) for the current month
for purposes of section 1274(d) of the
Internal Revenue Code. Table 2 contains
the short-term, mid-term, and long-term
adjusted applicable federal rates (adjusted
AFR) for the current month for purposes
of section 1288(b). Table 3 sets forth the
adjusted federal long-term rate and the
long-term tax-exempt rate described in
section 382(f). Table 4 contains the ap-
propriate percentages for determining the
low-income housing credit described in
section 42(b)(2) for buildings placed in
service during the current month. Table 5
contains the federal rate for determining
the present value of an annuity, an interest
for life or for a term of years, or a remain-
der or a reversionary interest for purposes
of section 7520. Finally, Table 6 contains
the deemed rate of return for transfers
made during calendar year 2006 to pooled
income funds described in § 642(c)(5)
that have been in existence for less than
3 taxable years immediately preceding
the taxable year in which the transfer was
made.
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REV. RUL. 2006-4 TABLE 1
Applicable Federal Rates (AFR) for January 2006
Period for Compounding
Annual Semiannual Quarterly Monthly
Short-term
AFR 4.38% 4.33% 4.31% 4.29%
110% AFR 4.82% 4.76% 4.73% 4.71%
120% AFR 5.27% 5.20% 5.17% 5.14%
130% AFR 5.71% 5.63% 5.59% 5.57%
Mid-term
AFR 4.48% 4.43% 4.41% 4.39%
110% AFR 4.93% 4.87% 4.84% 4.82%
120% AFR 5.39% 5.32% 5.29% 5.26%
130% AFR 5.84% 5.76% 5.72% 5.69%
150% AFR 6.76% 6.65% 6.60% 6.56%
175% AFR 7.90% 7.75% 7.68% 7.63%
Long-term
AFR 4.73% 4.68% 4.65% 4.64%
110% AFR 5.22% 5.15% 5.12% 5.10%
120% AFR 5.70% 5.62% 5.58% 5.56%
130% AFR 6.17% 6.08% 6.03% 6.00%
REV. RUL. 2006-4 TABLE 2
Adjusted AFR for January 2006
Period for Compounding
Annual Semiannual Quarterly Monthly
Short-term adjusted 3.17% 3.15% 3.14% 3.13%
AFR
Mid-term adjusted AFR 3.56% 3.53% 3.51% 3.50%
Long-term adjusted 4.36% 4.31% 4.29% 4.27%
AFR
REV. RUL. 2006-4 TABLE 3
Rates Under Section 382 for January 2006
Adjusted federal long-term rate for the 